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THE RELATION OF STATE TO NATIONAL BANKS' 

JOHN FRANKLIN EBERSOLE, A. M. 

Professor of Finance, Marquette University, School of Business Administration, 
Milwaukee, Wisconsin. 

ANY plan for monetary reform which is to be successful 
must comprehend within its scope all the banks of the 
United States. They " must all hang together " or they 
will suspend separately. This unity can be maintained only 
through the hegemony of national banks under a national law. 
The recent history of state bank growth and the events of 1 907 
show that this leadership is not increasing as it should. 

A survey of existing banking laws and practises in the several 
states and territories makes clear the nature of the rivalry of 
state banks and the reasons for their lusty growth. Shall the 
national system be enlarged to include the multitude of state 
banks ? The terms upon which this can be done, if it can be 
at all, are determined absolutely by the facts of the present 
situation. Aside from the solution of this question the only 
end to be gained from a survey of state and territorial banking 
will be to discover expedients which would be useful if incor- 
porated into the national banking laws. 

An examination of the facts which Mr. Welldon and Dr. 
Barnett have placed before us shows that the important bank- 
ing of our country is being done largely by three forms of in- 
corporated institutions — national and state banks and trust 
companies. We confine ourselves therefore to the consideration 
of these three types. No distinction is made between savings 
and state banks in twenty-six states and territories. 

The three types show different rates of growth. The differ- 
ences are especially marked in the period from 1899 to 1909, 
when both state banks and trust companies increased in num- 

1 Based on Digest of State Banking Laws, by Samuel A. Welldon, and State 
Banks and Trust Companies, by George A. Bamett. Washington, Government 
Printing Office. Publications of the National Monetary Commission. (Senate docs, 
nos. 3S3 and 659, 61st Cong., 2d sess.) 
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bers, capital, and deposits far more rapidly than did national 
banks. The relative importance of the " nationals," in the 
total of the three, declined from 1882 to 1909 as follows : From 
68.8 ft to 35.7 f> in numbers; 80.3 f> to 54.5 f> in capital; and 
71.5 f> to 47.1 ft in deposits. The most formidable competitor 
bringing about this decline was the trust company. While state 
banks form over one-half the present banking institutions, the 
trust companies possess a large volume of capital, and that in 
the chief commercial centers. 1 

The trust company presents the most interesting develop- 
ment. It has given up the insuring of personal fidelity and 
land titles, and has extended its banking activities until at the 
present time it is generally viewed as a bank exercising ad- 
dional functions, chief of which are trusts. This fact accounts 
for the recent tendency to legislate with regard to the different 
kinds of business rather than for banks of different names, such 
as state or savings banks or trust companies. In spite of this 
rapid expansion of the banking business of trust companies, it 
is quite clear that the greatest opportunities for trust-company 
usefulness and growth lie in the direction of trusteeships. 

I 

Shall the national banking system be enlarged to include the 
state banks and trust companies ? The effective reason for the 
organization of banks under the general acts of the several 
states and territories is the greater advantage for profit-making 
under those laws. An extension of the national system by the 
voluntary conversion of other banks can come only by the offer 
of equal or greater advantage for profit. 

The prevailing requirements for state banks may be sketched 
in their main outlines. The minimum capital required for 
state banks varies from nothing to $50,000 in the different 
states." In the south and west the requirement is less 

•New York city, deposits in 1910: trust companies, $1,245,000,000; clearing- 
house banks, $1,280,000,000. — Trust Companies, October, 1910, p. 246. 

*A specific minimum capital is not required in Arizona, Arkansas, South Carolina 
and Tennessee. $5,000 is required in North Carolina. Elsewhere the minimum is 
$10,000 or more. 
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than the $25,000 required for national banks. Some twenty 
states require but $10,000 or less. In twenty-nine of the 
thirty-seven states and territories which require a minimum 
under a general law, the amount is graded according to popula- 
tion. In most of these states $25,000 is the maximum, though 
several require $100,000. As compared with the national-bank 
minimum of $25,000 for towns of less than 3,000 population, 
three states have higher, seven states have the same, and 
seventeen have lower requirements. As compared with the 
national-bank requirement of $50,000 for places of 3,000 to 
25,000 population, over three-fourths of the states which pre- 
scribe a fixed capital have lower requirements. None of the 
states require more ; in several they require much less. For 
cities of 25,000 to 150,000 three-fourths of all the states have 
lower requirements than the national-bank requirement of 
$100,000. 

This difference in the amount of capital required is one of 
the noteworthy contrasts between national and state legisla- 
tion, and this difference exists not only in legislation. 52 Jo 
of the 11,319 state banks in operation on April 28, 1909, had 
less than $25,000 capital, and 27 f> had capital ranging 
between $10,000 and $15,000. A few states show some lack 
of banking ideals in permitting an authorized capital larger than 
the paid-in requirements, undue prolongation of the paying in 
of capital, and the payment of subscriptions to capital in things 
other than " cash " or " money of the United States ". 

The national-bank act requires one-tenth of net earnings to 
be set aside annually toward a surplus fund until it amounts to 
one- fifth of the capital. Nineteen states have this rule ; seven 
states have more stringent provisions ; Virginia has a lower re- 
quirement ; and seventeen states do not require, by general law, 
such a surplus accumulation. In addition to this surplus fund 
added to capital, most states follow the national-bank act in 
providing for the double liability of shareholders. In nineteen 
states the shareholders are responsible " equally and ratably 
and not for one another". In fourteen states the share- 
holders are liable " jointly and for each other". Sixteen other 
states are more lenient, imposing no statutory liability what- 
ever. 



288 THE REFORM OF THE CURRENCY 

Where this liability was in force it did not prove efficient for 
the end desired. The courts held that the shareholder was 
bound to the creditors and not to the bank itself. Recent leg- 
islation is correcting this, however, by making the liability col- 
lectible by the receiver. The fact that it is a secondary and 
not a primary liability frequently delays liquidation and in- 
creases expense. 

The most important method of protecting the depositor is 
by the regulation of loans. Provisions are in force determining 
what are excessive loans, restricting loans to directors and offi- 
cers, and limiting loans upon bank stock or real estate. In 
order to insure a proper distribution of the risks of each bank, 
excessive loans need to be denned and prohibited in the United 
States, where small independent banks and large industrial 
establishments exist side by side. The national-bank act limits 
the amount of any single liability due a national bank to 
one-tenth of its capital and surplus and to 30 f> of its capital 
stock. With the exception of two states, the state banking laws 
are far more liberal. Some twenty-two states allow from 1 5 ft 
to 30 fo of capital and surplus as the limit to each individual 
liability to a bank ; and ten states have no limitations whatever. 

The national bank act permits an excess if it consists of ad- 
vances on bona fide bills of exchange and commercial paper 
actually owned by the negotiator. The state laws, in addition 
to these, make exceptions in favor of loans on real-estate 
mortgages (six states) ; loans on bills of lading and warehouse 
receipts (eight states) ; loans on collateral security (fifteen 
states) ; and loans approved by a vote of the directors (four 
states). This greater liberality may be accounted for by the 
smaller size of most of the state banks and the difficulty of en- 
forcing restrictions. Even in the national system enforcement 
is not easily accomplished; for as late as September, 1909, 
over one thousand banks (or 15 Jo of the total) voluntarily re- 
ported excessive loans. Several of the eastern states have 
recently set limitations as to the amount of any one loan irre- 
spective of the individual's liability. 

Another important contrast between national and state banks 
is the power conferred upon the latter and denied the former 
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to loan upon real estate. The national banks are well suited 
to a city community where collateral, commercial paper and 
like securities, are relatively abundant, widely held, and rapidly 
turned over in taking profits. The state banks, on the other 
hand, are able to fill the needs of agricultural communities 
where real property is the chief asset of individuals and where 
the turnover by the nature of the crops is an annual one. 
This probably accounts for the numerical abundance of state 
banks in the west and south. 

A few states limit the amount to be put into real-estate loans 
to a percentage of the capital, or assets, or total loans. The 
prevailing practice is to limit these loans to 50 ^fc of the capital, 
or capital and surplus. A few place the limit at from 15 Jfc to 
40 fy of the assets ; and some at 20 fo of the loans. State laws 
define the character of these loans as to the location of the 
property, the character of the lien, or the proportion which the 
value of the real estate must bear to the amount of the loan. 
Holdings of real estate are limited to a five-year duration fol- 
lowing a foreclosure sale. 

These real-estate loans are a larger proportion of the total 
loans in the smaller towns and cities. And " notwithstanding 
the disadvantages of real estate as a convertible asset, the 
power to loan on the security of real estate is a valuable one to 
many of the state banks." On April 28, 1909, 20.6 Jo of the 
total loans and discounts of state banks were based upon se- 
curity of this character. In so far as the deposits of state 
banks are time deposits this form of lending cannot be trouble- 
some, though it is not suitable for active commercial banks in 
large centers of population. 

The third great difference between national and state banks 
is found in the reserve requirements. Here also the state and 
territorial laws are the more lenient. At present (1910) in ten 
states * no reserve whatever is required for incorporated banks. 
In fourteen states " a reserve is required only against demand 

'Arkansas, Indiana, Illinois, Mississippi, New Hampshire, New Mexico, South 
Carolina, Tennessee, Virginia, Wyoming. 

'Alabama, Connecticut, Delaware, Georgia, Louisiana, Maryland, Minnesota, 
Missouri, New Jersey, New York, Idaho, Rhode Island, Washington, West Virginia. 
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deposits. The amount ranges from 10 ^b to 25 f>, although 
1 5 Jfc is commonly required. In six other states * a lower re- 
serve is required against time deposits than against demand 
deposits. This ranges from 4 Jfc to 15^ for time deposits as 
against 15 ft to 25 fo for demand deposits. In sharp contrast, 
the national-bank act requires from 15 fo to 25^ of all deposits. 
This example has been followed in but thirteen states. 

Not only in regard to the amount of reserve, but also as to 
its form, do state and national laws differ. The national banks 
are allowed to redeposit of their reserves as follows : Country 
banks, three fifths ; reserve-city banks, one half ; and central- 
reserve-city banks, nothing. All states permit balances in other 
banks to be counted as a part of the reserve. The amount of 
re-deposit so authorized varies from one-half to three-fourths. 
A few states distinguish between the amount to be re-deposited 
of the reserve against demand and time deposits. As high as 
eleven-fifteenths of the latter are so re-deposited. 

In seven states " the banks determine for themselves what 
part of their reserves shall be cash in bank and what part shall 
be in the form of bank balances". In four states, bonds may 
be counted in the reserve '. In the choice of depositories the 
state banks are practically unrestricted. In but five states are 
distinctions made between the reserves required of ordinary 
banks and of reserve agents. 

The prohibition of branches except to state banks having 
them previous to conversion is a characteristic feature of the 
national system. General acts authorize branches in nine states s 
and special acts have created them in two states 4 . Where 
authorized they are compelled to provide a separate capital for 
each branch and to obtain the consent of state officials for its 
establishment. In some of the states which do not permit the 

'California, 4 fe; Pennsylvania, J% %; Kentucky, Oregon, Utah, 10 f ; Texas, 
'5 %■ 

'The part of reserve that may be so held: {, Georgia; \\, Connecticut; J, 
Florida; \, Pennsylvania. 

•California, Delaware, Florida, Georgia, New York, Oregon, Rhode Island, Vir- 
ginia, Washington. Also permissible in South Carolina. 

* Maryland and North Carolina. 
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organization of branches, systems of allied banks have been 
built up either by direct stock ownership of one by another or 
by a community of interest among the shareholders of the dif- 
ferent banks. 

Effective legislation is aimed at the prohibition or restriction 
of the former method in sixteen states ; while the latter method 
is almost beyond reach of the law. However, the number of 
branches in the United States does not exceed a few hundred, 
and many of the so-called " chains " do not possess much bank- 
ing power. The great mass are independent banks. 

The trust companies present some different features from the 
state banks. While it is true that the laws concerning state 
banks and trust companies are tending to become assimilated, 
certain important differences remain. 

The trust companies are distinctly authorized to accept trusts 
and to do a safe-deposit business in addition to general bank- 
ing. The majority of the states which provide for a specified 
capital require a minimum of $100,000 or over. 1 There is a 
tendency in recent legislation to lower this amount. " In every 
state except one the smallest permissible capital is as large for 
trust companies as for state banks, if not larger ; in six states it 
is the same ; in all the others it is larger." 

Subscribed but unpaid capitals are permitted in fourteen 
states, but the majority require full payment. Of the latter 
over half require full payment as a condition for beginning 
business. The payment is required by all but nineteen states 
to be "in cash" or "in lawful money." The accumulation of 
a surplus is not required in so many states for trust companies 
as for banks. 

With respect to loans, trust companies are less restricted than 
state banks. Nine states * which limit state banks do not limit 
trust companies. 

1 Seven states require over $100,000; thirteen require $100,000; three require 
$50,000; nine require $25,000; and but five require less than $25,000. These 
latter are Iowa, North Carolina, Nevada, Virginia and Wyoming; they contain but 
fifteen trust companies. 

•Kansas, Michigan, Minnesota, Missouri, Montana, Oklahoma, New Jersey, 
Nebraska and Wisconsin. 



292 



THE REFORM OF THE CURRENCY 



The reserve requirements for trust companies are much less 
than for state banks. Six states and territories require no 
reserve whatever. 1 Two states * require reserves of trust com- 
panies but not of banks. In the remaining states, trust com- 
panies are favored by being allowed to count bonds as a part 
of the reserve; or to hold lower reserves against time de- 
posits. Recent legislation shows a tendency to increase these 
reserves or to diminish the proportion of bonds held in them. 
This leniency has probably been due to the different character 
of trust-company deposits. They are largely inactive 3 and 
contain but a small percentage of bank deposits 4 which are sub- 
ject to sudden or large withdrawals. 

From the foregoing survey the offer that must be made to 
induce a voluntary conversion of state banks and trust com- 
panies is quite clear. The following changes in national-bank 
privileges must be authorized to compete with the state com- 
mercial banks: a capital of $10,000 or more; loans upon real 
estate to some percentage of capital, assets, loans, or time de- 
posits ; and to compete with trust companies : the acceptance of 
trusts, a capital of $25,000 and up, probably determined ac- 
cording to population ; real-estate loans to a large percentage 
of time deposits ; and a small percentage of quickly convertible 
assets such as bonds for a secondary reserve reinforcing a 
primary reserve of a relatively small amount. 

With profit-taking advantages thus equalized in the two sys- 
tems, the superior credit which comes from national organiza- 
tion and other incidental advantages would probably bring con- 
version. The superior quality of national examination, super- 
vision, uniformity and affiliation would insure greater safety, 
fewer failures and better facilities than under the methods in 

1 Colorado, Iowa, Minnesota, Utah, Vermont, District of Columbia. The first four 
require reserves of state banks. 
* Wyoming and New Mexico. 

•Gearings relative to deposits in Boston: Trust companies, 4 % ; national banks, 
10 %. Clearings in New York: trust companies to nationals, in ratio 7: 100. 

4 The percentage of deposits due to other banks: Boston (Dec. 3, 1907) trust 
companies, 2.3 %; national banks, 32.6 %. New York (1907) trust companies, 
12 %; national banks, 45 %. — Bamett. Chicago (1910) trust companies, 9.95 %; 
national banks, 50.7 %. — Babcock, Rushton & Co., Chicago, compilation. 
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vogue. Lowering of the national ideal is not advocated ; but 
the recognition of different kinds of business and different local 
conditions is reason enough to suggest an elaboration of the 
types of banks nationally organized and nationally controlled. 

Not the least advantage to be derived from this spontaneous 
conversion to the national system would be the power thus 
accruing to prescribe requirements looking toward a national 
organization of our credit fabric ; and a weaving of its parts 
with substantial, numerous and far-reaching threads. This 
conversion to the national system need not take the form of re- 
incorporation. To provide for the organization by national 
banks of separate departments having these characteristics, 
would bring about a considerable transfer of the business of 
state to national banks. 

II 

What expedients have the states discovered which will be 
useful if incorporated in the national banking laws? In the 
development of state banking, the national-bank act has 
been in many respects a standard to which the states have 
turned for suggestion. However, experience and invention 
have brought variations that are worthy of consideration, all 
aimed to give greater security to depositors. The immediate 
interest of the depositor has been cared for by laws governing 
reserves ; and his ultimate welfare has been protected by laws 
fixing capital, surplus, and shareholders' liability. 

The majority of states have found that a smaller reserve is 
needed against time deposits than against demand deposits. 
For a more scientific system, national banks should hold 
larger reserves against demand deposits and smaller reserves 
against time deposits than at present. This would induce 
bankers to urge the use of time deposits for " dead " accounts. 
The field of active accounts would then be narrowed and better 
management would result. 

Some states ' recognize in law the practice of good bankers 
in maintaining a secondary reserve of convertible assets such as 

1 Connecticut, Florida, Georgia, Kansas, Ohio, Oklahoma, Pennsylvania. 

1 9 
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bonds. No one advocates the holding of bonds in the primary 
reserve; but if some percentage of the demand deposits of 
country banks were required to be held in assets (such as 
securities, or commercial paper) approved by their reserve 
agents and discountable with reserve agents at will (in exchange 
for bank notes, deposit credit, or legal tender money) it would 
in times of ordinary local disturbances be of great value; and 
in times of panic, with a proper organization of national credit, 
it would be indispensable. 

For the ultimate redemption of its obligations the stock- 
holders of a state bank are ordinarily required to establish a 
guaranty fund consisting of " capital " originally invested, a 
"surplus" appropriated from profits, and a promise to pay 
more if needed, called " double liability of shareholders." The 
amount of capital required is rated usually according to the 
population of the place where the bank is located. To this 
has been added an improvement in the form of a required 
ratio between the volume of business and this guaranty fund. * 
The adoption of some reasonable ratio 1 would equalize the 
risks of depositors in different banks in so far as legislation can 
do so without altering the human nature of those who lend bank 
funds. 

While the national bank act requires but 50 fo of the capital 
to be paid in before opening, and the balance within five months, 
the states have shown a tendency, especially in recent legisla- 
tion, to shorten this period. In fourteen states the entire capi- 
tal must be paid in before opening.' Likewise, a large number 

1 State banks — Ratio of deposits to capital and surplus: 20: I, Iowa (savings); 
15: 1, South Dakota; 10: 1, Kansas, California, Oklahoma, Rhode Island. Ratio 
of deposits to capital: 10: 1, Texas (for banks of $100,000 or over); 5: I, Texas 
(banks of $10,000 capital). Ratio of loans to capital and surplus: 2: 1, Massa- 
chusetts (obsolete law); 8:1, Nevada and Nebraska. Trust companies — Ratio of 
deposits to capital and surplus: 10: 1, Rhode Island, Maryland, Illinois. Ratio of 
loans to capital and surplus: 10: 1, Illinois, Maryland, South Dakota; 8 : 1, Nevada. 

5 June 30, 1910: Chicago banks; actual ratio deposits to capital (without surplus) : 
national banks, 2: I -20*^: 1; average, 10.84: 1; state banks and trust com- 
panies, 2: 1 -28: 1; average, 10.67: I. — Babcock, Rushton & Company, compila- 
tion. 

'Illinois, Iowa, Kansas, Minnesota, Montana, Nebraska, New Jersey, New York, 
Oklahoma, South Dakota, Rhode Island, Texas, Vermont, Wisconsin. 
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of states have shorter allowances of time for the restoration of 
impaired capital. The national banks are granted three months, 
whereas most of the states allow but thirty to sixty days of de- 
linquency. 

" The imposition of the statutory liability on the stockholders 
of state banks and trust companies has not proved of great ser- 
vice as a protection to bank creditors against loss." The diffi- 
culty experienced in endeavoring to prevent or prove the trans- 
fer of stock with the intention of evading liability is almost in- 
surmountable. This weakness has been overcome to some ex- 
tent by extending the period of liability beyond the time of 
transfer. This extension varies from six months to two years 
in the several states. 1 

Another advance will be made when national and other banks 
are denied their present power* of loaning on the security of 
other bank stocks. At least these restrictions should be ap- 
plied to all stock carrying double liability. This prohibition 
would give more value to the liability of shareholders and 
effectively prevent the formation of " chains " of banks except 
by the strongest of financial interests. 

Finding " statutory liability " insufficient, many states have 
required banks to set aside a surplus fund from net profits. 
The national-bank act requires iojfc annually until the aggre- 
gate is equivalent to 20 fo of the capital. Recent state legis- 
lation has improved upon this by requiring a more rapid rate 
of accumulation and a larger fund. 3 A surplus invested in the 
general assets is ordinarily superior to a right of legal action. 

The vital part determining the safety of any banking system 
is the management of the loans. Loans given to directors and 
officers are not in any way proscribed by the national-bank act.* 
About one-half of the states have provisions aiming to guard 
against evils in such lending. Either two-thirds of the directors 

■Six months: Wisconsin and Montana. One year: Minnesota, New Mexico, 
North Dakota, Texas, South Dakota. Two years: Kentucky. 

"See National Bank v. Case, 96 U. S., 628. 

' 20 fc of net earnings in California, Indiana, Minnesota, Nebraska, and 10 ft 
of net earnings in Kansas, Oklahoma and Texas; until surplus equa!s°5o % of capital. 

4 Pratt 's Digest, 1908, p. 19. 
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must approve, or security must be deposited, or the amount must 
be less than that allowed other kinds of borrowers. Loans on the 
bank's own stock are forbidden in thirty states and territories ; 
and purchases of the same are forbidden in thirty-five states 
and territories. National banks may hold their own stock as 
security for loans "previously contracted in good faith".' 
This is true of all state banks. 

Provision for the publishing of unclaimed deposits in national 
banks would not be improper. Nineteen states now have such 
requirements. If finally unclaimed they should escheat to the 
state. 

As a remedy for losses transcending the guaranty fund of 
capital, surplus, and shareholders' liability, five states 2 have 
authorized " a depositors' guaranty system ". Since it is of 
comparatively recent origin and not widespread in applica- 
cation it does not recommend itself for adoption. 

1 Revised Statutes, U. S., Sec. 5201. 

'Voluntary in Kansas and South Dakota; compulsory in Nebraska, Oklahoma and 
Texas. 



